
COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 
* * * * *  
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EQUIPMENT 1 

O R D E R  

Introduction 

This Order concerns the deregulation an6 detarlfflng of 

embedded mobile telephone and paging equipment. Such action is 

the result of various decisions made by the Federal Communications 

Commission ( "FCC") with which this Commission must concur. 

Discussion 

Mobile Telephone Equipment 

On April 28, 1983, the FCC released a Notice of Proposed 

Rulemaking ("NPRM") in CC Docket So. 83-372, Deregulation of 

Mobile Customer Premises Equipment ("Mobile Telephone Inquiry"), 

proposing to deregulate mobile telephone equipment. The FCC 

auggeeted that Ueregulation of mobile telephone equipment would be 

consistent with the deregulation of customer premises equipment 

lnftiatad In CC Docket No. 81-893, Procedure8 for Implementing the 

Detariff ing of Customer Premises Equipnent and Enhanced Services 

( "8ecOnd Computer Inquiry*), and would encourage the davelopment 

of competition in the mobile telephone equipment market. 



I 
I .  

. 

S u b s e q u e n t l y ,  o n  November 7 ,  1983 ,  t h e  FCC released a n  

Order i n  the Mobile T e l e p h o n e  I n q u i r y  that d e r e g u l a t e d  mobile 

t e l e p h o n e  e q u i p m e n t  o n  a b i f u r c a t e d  basis a n d  preempted s t a t e  

regulation of mobile telephone e q u i p m e n t .  New mobile t e l e p h o n e  

e q u i p m e n t  was d e r e g u l a t e d  e f f e c t i v e  J a n u a r y  1, 1984, and def ined  

to  i n c l u d e  mobile t e l e p h o n e  e q u i p m e n t  " a c q u i r e d  by a carr ier  or 

m a n u f a c t u r e d  by an a f f i l i a t e d  e n t i t y  after J a n u a r y  1, 1984. .. . I l l  

hnbedded mobile t e l e p h o n e  e q u i p m e n t  was not d e r e g u l a t e d ,  p e n d i n g  

d e v e l o p m e n t  of a d e t a r i f f i n g  p l a n .  2 

C o n c u r r e n t  w i t h  t h e  d e r e g u l a t i o n  O r d e r  in t h e  Mobile 

T e l e p h o n e  I n q u i r y ,  t h e  FCC issued a f u r t h e r  NPRM r e q u e s t i n g  

comment on w h e t h e r  t h e  p r o c e d u r e s  o u t l i n e d  i n  t h e  Second C o m p u t e r  

I n q u i r y  should apply to  t h e  d e t a r i f f i n g  of embedded mobile 
4 

t e l e p h o n e  equfpmen t .  3 

On December 29,  1983, the FCC released another Order in t h e  

Mobile T e l e p h o n e  I n q u i r y  t h a t  a d d r e s s e d  a n  emergency p e t i t i o n  

f i l e d  by t h e  American T e l e p h o n e  and T e l e g r a p h  Company (aAT&Ta) a n d  

CC Docket No. 83-372, Mobile T e l e p h o n e  Inquiry8 Federal 
Register ,  December 6, 1 9 8 3 ,  page 54620 ,  a t  paragraph 9 .  

Embedded mobile t e l e p h o n e  e q u i p m e n t  was d e f i n e d  to  i n c l u d e  
" e x i s t i n g  i n - p l a c e  ' e q u i p m e n t  or i n v e n t o r y  which is 
t a r i f f e d  or o t h e r w i s e  s u b j e c t  to  t h e  j u r i s d i c t i o n a l  
separa t ions  process'..." - I b i d .  

CC Docket No. 81-893, Second C o m p u t e r  I n q u i r y ,  F e d e r a l  
R e g i s t e r ,  J u n e  2 9 ,  1983, pages 29891-29917. I n  t h i s  NPRM, 
t h e  PCC o u t l i n e d  proceduree for d e t a r i f f i n g  embedded 
c u s t o m e r  premises equipment and ordered t h a t  embedded 
customer premises e q u i p m e n t  be detariffed no later t h a n  
December 31, 1987. 
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r e q u i r e d  AT6T to t r a n s f e r  t o  ATcT I n f o r m a t i o n  Systems embedded 

mobile t e l e p h o n e  equipment.  4 

S u b s e q u e n t l y ,  o n  J u n e  29, 1984,  t h e  FCC released a n  O r d e r  

i n  t h e  Second Computer  I n q u i r y  e s t a b l i s h i n g  r e q u i r e m e n t s  f o r  t h e  

d e t a r i f f i n g  o f  embedded m o b i l e  t e l e p h o n e  equipment .  The O r d e r  

e s t a b l i s h e d  a t r a n s i t i o n  p l a n  i n v o l v i n g  ATcT i n  which s ta te  

commissions h a v e  n o  role. I n  t h e  case of i n d e p e n d e n t  t e l e p h o n e  

companies  and radio c o m m o n  carriers , t h e  O r d e r  specified t h a t  

embedded m o b i l e  t e l e p h o n e  e q u i p m e n t  "owned by t h e  I n d e p e n d e n t  

t e l e p h o n e  companies  or t h e  r a d i o  common carr iers  s h a l l  be removed 

from t a r i f f  r e g u l a t i o n  n o t  l a te r  t h a n  J a n u a r y  l r  1985. . . ,a5 and  

t h a t  " s t a t e  commissions s h a l l  have  a u t h o r i t y  to  e s t a b l i s h  t h e  

r u l e s  unde r  which t h e  i n s t a l l e d  mobile CPE [ c u s t o m e r  premises 

e q u i p n e n t ]  owned by t h e  I n d e p e n d e n t  t e l e p h o n e  c o m p a n i e s  or t h e  

r a d i o  common carriers s h a l l  be v a l u e d  for p u r p o s e s  of its removal 

f r o m  r e g u l a t e d  s e r v i c e . m 6  

CC Docket  83-372, Mobi le  T e l e p h o n e  I n q u i r y ,  F e d e r a l  
R e g i a t e r ,  J a n u a r y  6 ,  1984 ,  pages 882-886. 

CC Docket  81-8938 Second Computer I n q u i r y ,  F e d e r a l  
R e g i a t e r ,  J u l y  6 ,  1984,  page  277548 Summary. A 6  i n d i c a t e d  
a t  f o o t n o t e  38 t h e  FCC had p r o p o s e d  t h a t  embedded customer 
premises e q u i p m e n t  b e  d e t a r i f f e d  no  l a t e r  t h a n  December 31, 
1987. R o w e v e r ,  i n  t h e  case of embedded m o b i l e  t e l e p h o n e  
e q u i p m e n t ,  t h e  FCC c o n c l u d e d  t h a t  s u f f i c i e n t  c o m p e t i t i o n  
e x i s t s  i n  t h e  m o b i l e  t e l e p h o n e  e q u i p m e n t  m a r k e t  t o  j u s t i f y  
a n  ear l ie r  d e t a r i f f i n g  d a t e .  I b i d . ,  pages  23759-27760, a t  
p a r a g r a p h s  27-30. 

Ibid. ,  page 27754,  Summary, and pages 27760-27761, a t  
p a r a g r a p h s  32-34. 
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T h u s ,  s i n c e  t h e  FCC c o n c l u d e d  t h a t  t h e  eatabl iehment  of 

v a l u a t i o n  standards for embedded mobile telephone equipment owned 

by i n d e p e n d e n t  t e l e p h o n e  c o m p a n i e s  and  r a d i o  common carriers 

s h o u l d  be w i t h i n  t h e  j u r i s d i c t i o n  of s t a t e  commissions, i n  t h i e  

matter the Commission h a 6  a t  i ts  option t h e  v a l u a t i o n  s t a n d a r d s  of 

n e t  book v a l u e ,  a d j u s t e d  n e t  book v a l u e  ( n e t  book v a l u e  less 

d e f e r r e d  t axes) ,  or economic  value.  

A l t h o u g h  the FCC Order  r e g a r d i n g  the d e t a r i f f i n g  of 

embeddecl mobile t e l e p h o n e  e q u i p m e n t  was issued e e v e r a l  mon ths  ago, 

t h e  o n l y  t e l e p h o n e  company u n d e r  t h i s  Commiss ion ' s  j u r i s d i c t i o n  

t h a t  has commented r e g a r d i n g  t h e  v a l u a t i o n  method it p r e f e r s  t h i s  

Commission adopt i n  t h e  d e t a r i f f i n g  p r o c e s s  is Genera l  T e l e p h o n e  

Company of Kentucky ( " G e n e r a l "  1.  G e n e r a l  filed commenta o n  

January  2 ,  1985, r e q u e s t i n g  t h a t  the Commission use a market 

va lua t ion  standard with regard to d e t a r i f f i n g  t h i a  embedded 

equ ipmen t .  G e n e r a l  however ,  p r o v i d e d  no  s u b s t a n t i a t i o n  of its 

proposed market v a l u e  of t h i s  e q u i p m e n t  and  i n  t h e  Commiss ion ' s  

o p i n i o n  d i d  n o t  meet its burden of proof. A g a i n ,  n o  other 

t e l e p h o n e  company or radio common carrier chose to f i l e  comments 

w i t h  t h i s  Commission. 

The Cormnisslon is of t h e  o p i n i o n  t h a t  t h e  uBe of a form of 

book v a l u e  as a valuat ion s t a n d a r d  i n  t h i s  i n s t a n c e  f a i r l y  

balances t h e  i n t e r e s t  of r a t e p a y e r s ,  i n v e e t o r s  and  the pub1 ic  

-4- 



thus satisfying the e q u i t y  p r i n c i p l e s  of t h e  Democratic Central 

C o m m i t t e e .  ' Therefore, t h e  C o m m i s s i o n  h a s  d e t e r m i n e d  t h a t  a 

v a l u a t i o n  method based o n  book value is t h e  most appropriate 

method and  s h o u l d  be used in d e t a r i f f i n g  embedded mobile t e l e p h o n e  

e q u i p m e n t  by t h e  i n d e p e n d e n t  t e l e p h o n e  c o m p a n i e s  and r a d i o  common 

carriers sub jec t  t o  t h e  j u r i s d i c t i o n  of t h e  Cornmission. 

F u r t h e r m o r e ,  the Commission is of the o p i n i o n  that t h e  

appropriate valuation s t a n d a r d  is a d j u s t e d  n e t  book value  or n e t  

book v a l u e  less applicable accumulated deferred and investment tax  

credits. Al though  i t  c a n  be a r g u e d  t h a t  the g e n e r a l  body of 

ratepayers s h o u l d  r e c e i v e  t h e  b e n e f i t  of these d e f e r r e d  t a x  

credits when t h e  asset is removed from r e g u l a t e d  service, a 

decision by this Commission r e q u i r i n g  s u c h  t r e a t m e n t  could result 

i n  income t a x  problems with t h e  Internal Revenue Service that 

would f a r  o u t w e i g h  t h e  v a l u e  of these deferred t a x  credits f n  t h e  

case of mobile telephone equ ipmen t .  T h e r e f o r e ,  t h e  Commission 

h e r e i n  e s t ab l i shes  a d j u s t e d  n e t  book v a l u e  as d e f i n e d  above as t h e  

appropriate v a l u a t i o n  s t a n d a r d  for t h e  removal or  d e r e g u l a t i o n  of 

embedded mobile t e l e p h o n e  e q u i p m e n t  e f f e c t i v e  J a n u a r y  1, 1985. 

The FCC u t i l i z e d  t h i s  v a l u a t i o n  s t a n d a r d  in t h e  i n s t a n c e  of AT6T's 

d e r e g u l a t i o n  of embedded mobile t e l e p h o n e  e q u i p m e n t .  

Democratic Central Committee V. Washington  M e t r o p o l i t a n  
Area T r a n s i t  Commission, 485 F. 2d 7 8 6  (D.C. C i r .  1 9 7 3 ) .  
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. 
. 

F i n a l l y ,  i n  t h e  cases where separate subs id i a r i e s  are n o t  

e s t a b l i s h e d  to p r o v i d e  embedded mobile t e l e p h o n e  equ ipmen t ,  this 

Commission w i l l  adopt t h e  FCC's a c c o u n t i n g  g u i d e l i n e s  for t h e  s a l e  

and lease of embedded mobi le  t e l e p h o n e  e q u i p m e n t  a f t e r  

d e t a r i f f l n g .  

P a g i n g  Equipment  

0 

A l s o ,  i n  t h e  deregula t ion  Order  i n  t h e  Mobile T e l e p h o n e  

Inquiry, the FCC addressed t h e  issue of whether paging equipment 

had been  d e r e g u l a t e d  a s  p a r t  of i ts  a c t i o n  i n  t h e  Second C o m p u t e r  

Inquiry . The FCC a f f i r m e d  t h a t  paging equipment had been 

deregulated.  However, as  a r e s u l t  of a p p a r e n t  u n c e r t a i n t y  among 

radio common carriers,  the FCC i n d i c a t e d  t h a t  it would n o t  impose 

s a n c t i o n s  o n  t h o s e  rad io  common carr iers  who had n o t  d e t a r i f f e d  

new p a g i n g  e q u i p m e n t  and  modif ied i t s  d e f i n i t i o n  o f  embedded 

p a g i n g  e q u i p m e n t  to  a l l o w  some new p a g i n g  equ ipmen t  t o  be 

c lass i f ied a s  embedded paging equ ipmen t .  

The FCC had i n t e n d e d  that new paging equipment  be 

d e r e g u l a t e d  e f f e c t i v e  J a n u a r y  1, 1983, c o n c u r r e n t  w i t h  t h e  

d e r e g u l a t i o n  of o t h e r  c u s t o m e r  premises equ ipmen t .  Embedded 

p a g i n g  e q u i p m e n t  was n o t  d e r e g u l a t e d ,  p e n d i n g  d e v e l o p m e n t  of a 

CC Docke t  No. 81-893, Second Computer  I n q u i r y ,  F e d e r a l  
Regis te r ,  November 26, 1984, p a g e s  46378046383. T h i s  O r d e r  
e s t a b l l a h e s  specfflc b e l o w - t h e - l i n e  a c c o u n t 6  o n  the 
regula ted  books of t e l e p h o n e  compan ies  and rad io  common 
carriers to  record r e v e n u e s  and e x p e n s e s  associated w i t h  
n o n r e g u l a t e d  a c t i v i t i e s  . 

8 
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d e t a r i f f  i n g  plan. The FCC a l l o w e d  p a g i n g  equipment  acqu i r ed  

between January I, 1983, and January 1, 1984* that had not b e e n  

d e t a r i f f e d  effective J a n u a r y  1, 1983, to be t reated as embedded 

p a g i n g  equ ipmen tg  a n d ,  l a t e r ,  made t h e  detariffing of embedded 

paging equipment subject t o  t h e  same g u i d e l i n e s  as apply to the 

detariffing of embedded mobile telephone e q u i p n e n t .  lo This 

C o m m i s s i o n  has no a l t e r n a t i v e  b u t  t o  c o n c u r  with the FCC'a action 

and w i l l ,  therefore, d e t a r i f f  embedded paging e q u i p m e n t  e f f e c t i v e  

January 1, 1 9 8 5 ,  s u b j e c t  t o  t h e  same valuation s t a n d a r d  and  

a c c o u n t i n g  requirements as  have been e s t a b l i s h e d  for embedded 

mobile t e l e p h o n e  equ ipmen t .  

Orders 

IT IS THEREFORE ORDERED t h a t  embedded nobile t e l e p h o n e  

equ ipmen t  be and it h e r e b y  is d e t a r i f f e d  e f f e c t i v e  J a n u a r y  1, 

1985. 

IT IS FURTHER ORDERED t h a t  embedded p a g i n g  equipment  be and 

i t  h e r e b y  is d e t a r i f f e d  effectlve January 1, 1985. 

IT IS FURTHER ORDERED t h a t  a l l  t e l e p h o n e  companies  and 

radio common carriers subjec t  to the j u r i s d i c t i o n  of t h i s  

Commission s h a l l  remove ernbedded mobile t e l e p h o n e  and p a g i n g  

T h a t  i e :  "All p a g i n g  e q u i p m e n t  that is a c q u i r e d  or p u t  into 
service now t h r o u g h  J a n u a r y  I, 1984 ,  may be treated as new 
or embedded CPE, a t  t h e  d i s c r e t i o n  of t h e  carrier." CC 
Docket No. 83-372, Mobile T e l e p h o n e  I n q u i r y ,  Federal 
R e g i s t e r ,  December 6 ,  1983*  page 54621 ,  a t  footnote 10. 

10 CC Docket  No. 81-893, Second Computer f n q u i r y ,  F e d e r a l  
Register,  July 6, 1984, page 27754, a t  footnote 1. 
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e q u i p n e n t ,  i f  a n y ,  from t h e i r  r e g u l a t e d  b o o k s  of a c c o u n t  a c c o r d i n g  

to  t h e  v a l u a t i o n  s t a n d a r d  e s t a b l i s h e d  i n  t h i s  Order. 

IT IS FURTHER ORDERED that a l l  t e l e p h o n e  companies and 

radio common carriers subject to t h e  j u r i s d i c t i o n  of t h i s  

Commission t h a t  do n o t  e s t a b l i s h  separate s u b s i d i a r i e s  to provide 

embedded mobile t e l e p h o n e  and paging equipnent shall comply with 

t h e  FCC's a c c o u n t i n g  g u i d e l i n e s  a s  a d o p t e d  by t h i s  Commission 

conce rn ing  n o n r e g u l a t e d  a c t i v i t i e s .  

IT IS FURTHER ORDERED t h a t  w i t h i n  30 days from t h e  date Of 

this Order all t e l e p h o n e  c o m p a n i e s  and radio common carriers 

subjec t .  to t h e  j u r i s d i c t i o n  of t h i s  Commission with embedded 

mobile t e l e p h o n e  and paging equipment  o n  i ts b o o k s  shall f i l e  

revised t a r i f f  pages removing embedded mobile telephone and p a g i n g  

equipment from r e g u l a t e d  service. 

Done a t  F r a n k f o r t ,  Ken tucky ,  t h i s  30thdayof J v ,  1985. 

PUBLIC SERVICE COMMISSION 

ATTEST8 

'Secretary 


